International 
Marketing Information 
Series 


44°. 
™ 


Foreign Economic Trends 
and Their Implications 
for the United States 


AUGUST 1985 


NEW ZEALAND 


FET 85-68 
Frequency: Annual 
Supersedes: 83-54 


PREPARED BY 
AMERICAN EMBASSY WELLINGTON 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $70.00. Foreign mailing $17.50 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





= ou 


KEY ECONOMIC INDICATORS 
(Value in U.S. $ million unless otherwise indicated. 
Per cent change is for NZ §$ value.) 


Fiscal Year Ending March 31 (Change From 


Previous Year) 
1983 1984 1985 


INCOME, PRODUCTION, EMPLOYMENT 

GDP at current prices ($m) 23400 22610 20453 
GDP at constant prices ($m) 12073 Lizse2 9408 

(1977-78 equals 1000) 

Per Capita GDP, Current prices ($) 7245 6924 6198 
Gross Fixed Capital Formation ($m) 5389 5180 4586 
Personal Disposable Income ($m) 14083 13684 12368 
Average labor productivity ($) 9323 8622 7021 


INDICES: (Base 1982/83 equals 100) 

Manufacturing Production 100 102.5 143.5 

Agricultural Production 100 102 108.5 

Weekly Wage Rate Index 1974 1974 2036 
(December 1977 equals 1000) (9 months) 

Labor Force (000) 1390 1415 1435 

Average Unemployment Rate - % 73 7.8 6.6 


MONEY AND PRICES 
Money Supply (M3) 10481 11969 9817 
(11 months) 

Interest Rates: Government Securities 

Short-term (6 months to 2 years) 12.29 10.26 19.0 
Wholesale sales 7489 7220 1962 

(3 months) 

Retail sales 11791 11604 8283 


(9 months) 
BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves ($m) 1083 72U 1266 
(January) 
External Public Debt ($m) 7415 8073 8862 52.7 
(Including Government Corporations) (December, 1984) 
Annual Debt Service:Government plus private 
Twelve months ending January ($m) 1043 1608 2775 105. 
Exports (FOB) 5271 5341 5351 Te 
U.S. Share 688 727 758 Ts 
7. 
6. 


Imports (CIF) -- 5618 6079 
U.S. Share — 654 976 


MAIN IMPORTS FROM U.S. ($m) (Calendar Year 1984 - U.S. Commerce Department data.) 


Digital Computers 
Aircraft, Parts 
Crude Petroleum 
Office Machinery 


Average exchange rate for year ended March 31: 


1983 $NZ1 = $US 0.7258 
1984 $NZl = $US 0.6566 
1985 $NZl = $US 0.5229 





SUMMARY 


New Zealand's economy is in transition. In the decade until 
mid-1983 there was virtually no economic growth, and an outright 
decline in living standards. With wages and prices frozen, 
growth resumed about halfway through that year, but it was of an 
artificial and unsustainable nature, stimulated by an accelerat- 
ing internal deficit and high levels of foreign borrowing. GDP 
increased 3.7% in the fiscal year ending March 31, 1984 and 
approximately 5% in the year ending March 3l, 1985. However, in 
the last twelve months inflation has begun to surge again and a 
sharp fall off in economic growth is forecast for the current 
year, down to 0.5 to 1.5%. 


Elections in July of 1984 brought a new economic team to office 
determined on a major structural transformation of the economy. 
The aim is to restore market discipline to industry and agri- 
culture, liberalize financial markets, reduce deficits, reform 
the tax code and, in sum, create the institutional and legal 
framework necessary for self-sustaining economic growth. As of 
this writing, the reform program is well launched. But de- 
regulation has brought with it its own set of problems and 
economic conditions in New Zealand will be unsettled in the year 
ahead. In spite of this uncertainty, there are a number of 


promising trade and investment opportunities for U.S. firms in 
the New Zealand market. 
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PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


The New Zealand economy lost international competitiveness 
steadily in the 1970s and early 1980s. From the enviable 
position of the world's third highest living standard in the 
late 1960s (per capita GDP) New Zealand has fallen to around 
twentieth. Rigid legal, labor and economic structures have 
saddled the country with inefficient, overly protected indust- 
ries; and an agricultural sector producing more to suit Govern- 
ment subsidy policies than world market demand. 


Previous attempts to resolve structural imbalances were aimed at 
a gradual transformation while trying to maintain purchasing 
power through foreign borrowing and high internal deficits. 
Wages and prices were frozen in mid-1982 to control inflation. 
These policies were successful in stimulating growth and lower- 
ing unemployment levels, but a rigid and overvalued exchange 
rate led quickly to a major increase in the current account 


deficit. It became apparent to many that the country was living 
beyond its means. 


STRUCTURAL CHANGES 


An accelerated reform program was launched immediately after the 
July election. It began with a crisis-induced 20% devaluation. 
The next step was decontrol of all interest rates. This was 
followed by a gradual stripping away of 50 years’ accumulation 
of foreign exchange controls. Restrictions were dropped on all 
private and corporate capital movements. Banks are no longer 
required to hold a certain percentage of their assets in Govern- 
ment securities and most other limitations on financial in- 
stitutions have been lifted. The culmination of these reforms 
came on March 4, 1985 when the New Zealand dollar was floated. 
Between the July 1984 devaluation and the beginning of the 
float, the New Zealand dollar declined another 10% against the 


U.S. currency. Since the float, it has remained remarkably 
stable. 


The second part of the reform package involved a firm commitment 
to phase out, by March 3l, 1987, the bulk of export subsidies. 
This was accompanied by an accelerated program to liberalize the 
existing, highly restrictive import licensing system. The 
dollar value of licenses (as a percentage of domestic produc- 
tion) was increased immediately by 25% to compensate for the 
July devaluation. That value will be increased by an additional 
5% a year, gradually lowering the utility of the licensing 
system as a protective device for local industry. The tariff 
structure is being revised, which should result in lower rates. 


Along with reducing both the level of export subsidies and 
import protection, the Government has moved to restrict, if not 
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eliminate, a wide range of domestic support measures. The 
principle is that of a “level playing field", with no one 
industry or sector favored over others. The intention is that 
resources will then flow to those individuals and firms best 
able to utilize them, with Government fiscal and support 
policies neutral. 


Tax structures are being remodeled to support reform 

objectives. New Zealand is not a heavily taxed country by OECD 
standards, but the system has become badly skewed. The personal 
income tax, with very high marginal rates, is the main source of 
Government funding. Corporate and indirect taxation raises 
relatively little revenue. The tax reform program includes a 
basic shift to indirect taxation, through introduction of a very 
broadly based Value Added Tax (called a Goods and Services Tax) 
on April 1, 1986. Personal income taxes, particularly the high 
marginal rates, will be cut substantially on the same date. A 
thorough reform of the corporate tax structure is planned for 
April 1, 1987. This will be aimed at eliminating the extensive 
network of "loopholes" and exemptions that have grown up over 
time, originally designed to stimulate one form or another of 
economic activity. The Minister of Finance has stated that the 
preference system has distorted the economy, and now rewards 
those who shift capital out of productive investment. Invest- 
ments undertaken only to shelter taxable income will lose 
favored treatment. 


Another objective of the reform program is that the Government 
get its own fiscal and monetary house in order. A significant 
start has been made. From a budget deficit reaching 9% of GDP 
in the fiscal year ending March 1984, the deficit fell to around 
7% by March 1985 and is forecast to fall to 5.3% by March 1986 
and 3.1% by March 1987. Much of the savings will come from 
reductions in subsidies, and the switch to a full cost recovery 
system for pricing Government-supplied goods and services 
(electricity, coal, postal services, irrigation schemes, ferti- 
lizer, etc.). The Value Added Tax (VAT) will bring in con- 
siderably more revenue than the current wholesale tax systems. 
These funds will be used to reduce direct taxes and provide 
increased social welfare payments to low income individuals most 


affected by the VAT and the increased cost of Government 
services. 


The economic surge beginning in mid-1983 was accompanied by 
rapid growth in the money supply. Once the wage/price freeze 
was lifted in November 1984, inflation, which had already been 
given a major boost by the July devaluation, began to accele- 
rate. As a long term control measure, the Government has 
adopted a restrictive monetary policy. Coupled with steep 
declines in budget deficits, the intention is to reduce 
inflationary pressures and expectations. The Government wants 
to break from a long history of inflation rates in New Zealand 
being higher than in major trading partners. This is one of the 
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principal factors in the country's steady decline in com- 
petitiveness. To implement a restrictive monetary policy in an 
inflationary environment, it has been necessary to place a large 
volume of new Government securities in circulation. High 
interest rates have been one of the results, but the deficit is 
now being fully funded internally. This is a substantial 
achievement and one that has allowed the Government to halt net 
new foreign borrowing (which had been growing at a worrisome 
rate). The types and amounts of securities being used, and the 
extensive reforms in financial markets, will give the authori- 
ties the technical means necessary to exercise a credible 
monetary policy, setting targets and objectives and providing 
indicators for markets to judge performance. 


INFLATION AND COLLECTIVE BARGAINING 


A short to medium term negative effect of monetary reform has 
been the run-up of interest rates and the inflationary impact 
this is having on the economy. Removal of interest rate 
controls in general, combined with long-term flow-on effects of 
devaluation, price increases for Government goods and services 
and the general effects of ending the wage/price freeze have 


produced an inflation rate now running at about 15% a year. It 
was 9.6% for 1984. 


In turn, high inflation is fueling union demands for large scale 
wage increases. Lifting of the wage freeze in November 1984 was 
preceded by a restructuring of the centralized wage bargaining 
system. A tripartite system was set-up where the Government, 
the unions and management could discuss the state of the economy 
and try to agree on guidelines for what the country could afford 
in overall wage increases. Individual negotiations would then 
determine settlements in each sector and industry, based on free 
collective bargaining. 


The change was long overdue. The old system was too rigid. 
Settlements in a few key sectors became the standard for the 
entire nation, with almost no regard for ability to pay, or 
differentiation among rising or declining industries. The first 
test of the new system began in December 1984, but the parties 
failed to agree on a guideline. The Government moved to 
pressure the unions to accept a "moderate" settlement. After 
last minute threats, bluffs and arm-twisting, most unions agreed 
to an approximately 7% average wage increase over nine months. 
Significantly, individual settlements did vary considerably, 


particularly those negotiated toward the end of the bargaining 
period. 


Preliminary tripartite discussions for the next wage round will 
begin in May. Actual wage bargaining starts in September. With 
inflation expected to be around 12-15% on an annual basis at 
that time, the unions will demand at least catch-up wage 
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increases. As corporate profits have been high in the last two 
years, employers may prefer to grant increased wages rather than 
face long strikes, passing the higher costs along through 
increased prices. Although the Government remains firmly 
opposed to wage/price controls, some observers are speculating 
on (and some in the Labour Party and the unions are demanding) a 
return to some form of controls to prevent inflation from 
getting out of hand. How the Government copes with this problem 
may be a key factor in its chances for success in the next 
election, in 1986 or 1987. 


In February of 1984 the previous Government ended the decades- 
long practice of compulsory unionism. The current Government 
has announced its intention to restore that practice this year, 
despite objections by many businessmen that it goes against the 
thrust of the market-oriented reform program. Polls have shown 
significant popular support for retention of voluntary unionism. 


BALANCE OF PAYMENTS 


An overvalued exchange rate and a sharp increase in domestic 
consumption led to a steady deterioration in the Current Account 
in 1983 and 1984. After several months of adjustment, the July 
devaluation has given a boost to exports and slowed imports, 
bringing the decline to a halt around the end of 1984. Exports 
are improving, up 8% in volume and 18% in price in the fiscal 
year ending March 1985. For the year ending March 1986, exports 
are forecast to rise an additional 3.5% in volume and 12% in 
price as devaluation continues to work. Imports were up 6.5% in 
volume and 3% in price in 1984-85 and are forecast to drop 7% in 
volume in 1985-86. The deficit on Current Account is forecast 
to decline significantly in the year ahead. 


AGRICULTURE 


Agriculture still dominates the New Zealand economy, partic- 
ularly the export sector. The year just ended saw good weather 
and record production for the main commodities, with overall 
output up 22% in value and 6.5% in volume. Farm prices 
increased 14.5% while farmer's operating surplus increased 
28.5%. The current year, ending March 1986, should be a good 
one, but not as strong. Overall production should rise in value 
another 11%, with prices increasing by 12.5%, but volume falling 
by 1%. A protracted drought, particularly in the South Island, 
will have little effect on production this year. Higher 
domestic inflation and reductions in farm subsidies will result 
in an increase of approximately 14% in farm input prices. 





PART B: IMPLICATIONS FOR UNITED STATES BUSINESS 


Throughout 1983 and 1984, the high value of the U.S. dollar 
hampered U.S. export sales. Now that the New Zealand currency 
is floating, and the U.S. dollar has begun to decline (at least 
in Europe) exchange rate movements should be watched carefully 
by those hoping to sell in the New Zealand market. American 
products are well known here and have a good reputation. 
Importers are well aware of quality and price differences in 
products offered by various countries. While they may prefer to 
deal with American suppliers, they will not hesitate to go else- 


where if U.S. products are not competitive and up to high 
quality standards. 


In calendar year 1984, New Zealand imported merchandise worth 
$US 5.7 billion. Four.countries supplied 65.05% of imports: 


US DOLS (CIF) PERCENTAGE 
(millions) 


Japan 1,176 20.59 % 
Australia Lis? 20.24 % 
U.S. 891 15.60 % 
United Kingdom 493 8.62 % 


U.S. sales cover a wide range of goods (see page two for a 
listing of major items). The market is particularly suited to 
the small to medium size producer of quality products. There 
are no language barriers and the quantities demanded are 
usually within the ability of smaller manufacturers to supply. 
U.S. producers of innovative products can usually find a 

buyer. The import licensing system still restricts the import 
of many items, mainly consumer goods, but license-holders will 
change sources of supply if better products are offered at com- 
petitive prices. 


In a’continuing effort to promote U.S. goods and service, the 


Department of Commerce will sponsor the following trade events 
in. 1986: 


Auckland April 10-11 Catalog Show Forestry & 
Woodworking 
Equipment 


Auckland/ June 3-7 Catalog Show Agricultural 


Hamilton equipment and 
chemicals 


Auckland July 30- Systems '86 Computers and 
Aug 4 Business Equipment 
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Auckland Sept 25-26 Trade Mission "Matchmaker" 
(Multi-industry 
mission for 
small and medium 
firms new to the 
market) 


Several large oil, gas and hydroelectric projects, begun after 
major oil price increases of the late 1970s, are now nearing 
completion. While this reduces the demand for imported equip- 
ment and technology, it also opens up new downstream indust- 
ries. Major expenditure by Government is now moving away from 
capital intensive investments in oil and hydropower to coal and 
possibly gas. Government funds are also being directed into 
upgrading the telecommunications and financial services areas. 
Private investment is expected to continue growing strongly in 
a number of product areas such as forestry and sawmill equip- 
ment, process control machinery and computers. 


INVESTMENT OPPORTUNITIES 


As large-scale public sector investment slows, private invest- 
ment will assume a more critical role in underpinning growth. 
High interest rates and inflation are negative factors, but the 
Government is forecasting a substantial reduction in both by 
the end of 1985, or early 1986. 


The Government actively encourages foreign investment, partic- 
ularly that which provides import substitution opportunities, 
expands export production and/or creates jobs. The Department 
of Trade and Industry has an Investment Unit to help potential 
investors. Repatriation and remittance of profits and capital 
are assured. Foreign investment is particularly welcome in the 
tourism, forestry, and manufacturing sectors. Investment by 
overseas companies or individuals is restricted in farming and 
development of natural resources. In the energy sector, 
majority New Zealand ownership is required. Recent changes in 
regulations removed the limit of 70% foreign ownership in 
financial institutions, advertising agencies and the fish 
processing industry. Investment proposals involving 25% or 
more foreign ownership require prior approval by the Overseas 
Investment Commission, however, approval is granted in almost 
all cases and it is possible to have 100% overseas ownership of 
a New Zealand-based company. 


SPECIAL MARKET CONSIDERATIONS 


Liberalization of the import licensing system is opening up the 
New Zealand market to goods which were once restricted. 
However, high import tariffs will continue to make certain 
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products prohibitively expensive. Products and raw materials 
not produced in New Zealand (i.e. industrial machinery and 
medical equipment) face lower tariffs. At the end of 1984 the 
Government introduced a global import license tendering 
system. It has three aims; to increase import competition for 
domestic industries, to test the tariff mechanism over a wide 
range of consumer goods and to make import license allocation 
more flexible. The Government encourages offset and counter- 
purchase on import orders over $US1,000,000. 


In 1983, Australia and New Zealand entered into a free trade 
area arrangement called CER or Closer Economic Relations. It 
is designed to eliminate, on a progressive scale, trade 
barriers on a wide range of products. CER will expand access 
to the Australian market for New Zealand producers as more 
products and services are brought into the tariff free 
Category. New Zealand is therefore becoming an attractive 
location for manufacturing under license to service both the 
Australian and New Zealand markets. 
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The U.S. and Foreign Commercial Service, the Agriculture 
Service and Economic Section staffs at the American Embassy in 


Wellington, and the Commercial Office at the Consulate General 
in Auckland, can provide further information and assistance to 
Americans wishing to do business in New Zealand. A first point 
of contact should be the U.S. Department of Commerce in 
Washington (Gary Bouck, New Zealand Desk Officer, telephone 
202-377-3647) or any of the U.S. Department of Commerce 
district offices located in major cities around the United 
States. 
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You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPO you need to succeed in overseas business. 
BLINDF af Overseas Business Reports (opr’s) 
bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 


information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

® population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


LA IRAN UI ATT PT aL ES LE RT a TE I EE ES EPSON MEE BN PEE SRE SI ANG ABSA SERIES OM 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $__§______—«O) check, a 
C money order, or charge to my Total charges $_____——_—s*FFilll in the boxes below. 
Deposit Account No. Credit 


a GadNo. LLIT TTT ITTIITIITITI TIT) 
MasterCard a aes 
\ Expiration Date 

itt ale Month/Year pean 


Enter my subscription to: [] Overseas Business Reports $26 per year ($32.50 overseas) For Office Use Only 
0 Foreign Economic Trends at $70 ($87.50 overseas) Quantity Charges 


Company Name Enclosed 


To be mailed 


Individuals Name— First Last Subscriptions 


| | | | | | | | Postage 


Foreign handling 


MMOB 
City State ZIP Code 


rl OPNR 


(or Country) UPNS 


ebb eed hell kal bd tk bl hd Discount 


PLEASE PRINT OR TYPE Retund 


Street address 





~ Your Staff in Washington 


Wouldn't it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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ucts worldwide, and success sto- 
ries of firms like yours. We’ll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


[1Yes! 


Name 
Organization 
Address 

City 


DOC/BAI 
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State 


Country 


I] want to put BUSINESS AMERICA to work for me. Sena me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 
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can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


US. DEPARTMENT OF COMMERCE 
International Trade Administration 


A 


MmYAAMER 


Here’s my check made out to the Super- 
intendent of Documents. 


Charge my VISA or MasterCard No. 


CTT Tt ttt ttt) 


(Signature) 


{Expiration Dete) 








